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Abstract: Safety-net hospitals (SNHs) provide health care services to individuals regardless of
their ability to pay. These hospitals serve Medicaid recipients, the uninsured, and people with
limited access to health care due to their socioeconomic status, race, or ethnicity. In addition to
providing health care to the most vulnerable, SNHs are crucial in training the next generation of
clinicians. Hospitals serving Medicaid patients and the uninsured have low operating margins
because of a dated State Medicaid financial model, and as a result, many now face closure. This
review provides historical context for the financial challenges facing SNHs in Brooklyn, New
York. In addition, it examines how New York State's Medicaid reimbursement methodology
threatens the viability of hospitals that serve low-income communities. Finally, the article
suggests a solution to the health care crisis in Brooklyn, capitalizing on structural payment

reform successes in other states.
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Safety-net hospitals (SNHs) provide health care services to individuals regardless of their ability
to pay.!? These hospitals serve Medicaid recipients, the uninsured, and people with limited
access to health care due to their socioeconomic status, race, or ethnicity. In addition to
providing health care to the most vulnerable, safety-net hospitals have an essential role in
health care.! They ensure all individuals have access to clinical services, including preventive
care, emergency treatment, and chronic disease management.!? In the United States (U.S.),
SNHs receive funding from the government to support their operations and ensure that they
can continue to provide services to underserved communities.* To help cover the cost of care
for eligible patients, these hospitals may also participate in the Medicaid, Medicare, or Children's
Health Insurance Programs.* While the government does provide health insurance to low-
income patients to ensure access to essential services (e.g., Managed Medicaid in New York
State), in the post COVID-19 era many hospitals that provide care to vulnerable populations
face closure because reimbursement rates have not kept pace with rising health care expenses.®
Although nationwide hospitals experienced a significant decline in operating margins, nonprofit
and public hospitals experienced a more substantial decline than for-profit hospitals post

pandemic.®

Despite financial constraints, SNHs must meet the same standards for health care
quality as hospitals that serve the more affluent population with private insurance. In the period
between 2010 and 2020, private insurers reimbursed hospitals nearly twice as much as
Medicare ¢ Although numerous studies have reported a positive relationship between Medicaid
expansion and better quality, hospitals serving Medicaid beneficiaries tend to get low scores on

quality, safety, and patient experience measures.”8 This observation may reflect the complexity



of the patient population (e.g., increased comorbid conditions and barriers to access) and the
limited resources available to SNHs. For example, in New York State (NYS), Medicaid payment
rates have not increased with inflation for decades.®!° They are at least 27% (i.e., 27%-39%)
below the cost of care, depending on whether the service is inpatient, outpatient, or all

services.10

This review provides historical context for the financial challenges that SNHs in
Brooklyn, New York face, as seen from the standpoint of the Chairman of the Department of
Medicine and an intensivist practicing at The Brooklyn Hospital Center. In addition, it examines
how New York State's Medicaid reimbursement methodology threatens the viability of hospitals
that serve low-income communities. Finally, the article suggests a solution to the health care
crisis in Brooklyn, capitalizing on structural payment reform successes in other states. The
borough of Brooklyn is perhaps the most compelling example of New York's health care safety-
net challenges due to its diverse population, number of Medicaid beneficiaries, and number of

hospitals at risk for consolidation or closure.

Brooklyn's Complex Demographics

The City of New York (NYC) comprises five boroughs, and each borough is a county of New
York State. Kings County, the NYC borough of Brooklyn, is the most populated county in New
York.!13 Kings County is the second-most densely populated county in the United States,
behind New York County (i.e., Manhattan). If Brooklyn were a city, it would be the fourth
largest in the U.S. Brooklyn’s demographics are quite diverse. In 2019, Brooklyn had
approximately 2,559,903 residents, of whom 11.9% were Asian, 29.8% were Black, 18.9%

were Hispanic, and 36.5% were White.!*!3 According to the New York University (NYU) Furman



Center, the median household income in Brooklyn in 2019 was $70,340, approximately 4% less
than the citywide median household income ($72,930). The mean salary of a resident in
Brooklyn was $33,183 in 2020. In 2019, the poverty rate in Brooklyn was 17.7% compared with
the citywide rate of 16.0%.!! Brooklyn's Medicaid enroliment grew 11.3% in 2020.1*% The
program's growth may be related to the increase in the Federal Medical Assistance Percentage
imposed before the pandemic and economic factors related to the pandemic (e.g.,

unemployment) that persisted into 2021.1*
How Safety-net Hospitals Are Defined

In 2000, the Institute of Medicine defined SNHs as hospitals that, by “mission or mandate,"
provide care to a substantial share of vulnerable patients regardless of their ability to pay.2
However, multiple definitions exist, and the number of Medicaid beneficiaries a hospital serves
is a crucial feature of the definition.? In NYS, the definition states that "a hospital must be either
a public hospital, Critical Access Hospital, or Sole Community Hospital, or must meet two
criteria": First, at least 35% of all patient volume in the hospital's outpatient service lines must
be associated with Medicaid, uninsured, and dual-eligible individuals.!” Second, the hospital
must provide at least 30% of inpatient care to Medicaid-eligible, uninsured, or dual-eligible
patients.!” Lastly, the hospital must serve at least 30% of all Medicaid, uninsured, and dual-

eligible members in the proposed county or multi-county community.'’

New York State's non-profit SNHs are primarily located in low-income neighborhoods
and treat a disproportionate number of people from racial/ethnic minority groups.'=8 According
to government data, Kings County has 17 hospitals and approximately 10 qualify as SNHs,
although the exact number may vary due to consolidations, mergers, and acquisitions.*®

However, it is essential to note that financial health inequities exist even among SNHs. Safety-



net hospitals most at risk of closure are the independent, voluntary hospitals—private, non-
profit hospitals operated by individuals, partnerships, or corporations.?’ In contrast, public
SNHs, may be government-owned, fully funded, and run solely off government funds.?® For
example, public SNHs, such as the Health and Hospital Corporation (HHC), receive city
subsidies. In contrast, others, such as the State University of New York (SUNY) Downstate
(University Hospital of Brooklyn), receive state subsidies. Financially, independent voluntary

SNHs are entirely on their own.

The Medicaid Program Expansion and Its Implications for Brooklyn's SNHs

The Medicaid program has grown dramatically since President Lyndon Johnson signed it into
law in 1965 as part of his Great Society initiative.?! It covers nearly 79 million Americans,
making it one of the most extensive health care programs in the country.?:">3 In 2010, the
Affordable Care Act's (ACA) expansion initiative expanded Medicaid coverage to nearly all adults
with incomes up to 138% of the federal poverty level ($20,120 for an individual in 2023).21%3 In
addition, it provided states with an enhanced federal matching rate (FMAP) for their expansion
populations.?>2 To date, 40 states (including the District of Columbia) have adopted the
Medicaid expansion, and 11 states have not.?>?* In 2012, the U.S. Supreme Court ruled that
Medicaid expansion was optional for the states. To persuade states to expand Medicaid,
lawmakers have continuously revoked Medicaid waivers or used other approaches.???3 The
Medicaid expansion aims to serve the community by providing medical coverage for more
people, but the data supporting improved clinical outcomes from expansion require further

study.24'25



Medicaid has played an increasingly important role in meeting the health care needs of
New Yorkers over the past 15 years.*1® The COVID-19 pandemic and federal laws prohibiting
states from terminating Medicaid coverage during a public health emergency caused significant
growth in the Medicaid program.'#16 In 1998, about one in seven New Yorkers was enrolled in
Medicaid.'*'® As of November 2020, Medicaid covered 1,257,460 Brooklynites.'> In 2021, the
program included one in three New Yorkers. In January 2023, the State again increased
eligibility for Medicaid.® The eligible income levels for individuals are now $1,677 per month
(from $934 per month) and $20,121 per year, and for couples, they are $2,268 per month

(from $1,367) and $27,214 per year.'®

However, as the State Health Department expands Medicaid, it frequently closes,
downsizes, or merges low-performing safety-net hospitals, reducing the region's capacity to
serve its residents.?®?” These strategies are a remnant of a Pataki-era task force on hospitals
known as the Berger Commission.?%?” In 2005, Stephen Berger, an investment banker, was
selected by then-Governor George Pataki to lead the Commission on Health Care Facilities in
the 21st Century, a panel tasked with identifying ways to reduce state medical spending. The
Commission's policies have contributed to the loss of 20,000 hospital beds across the State over
the last 20 years.?® As reported by the Queens Daily Eagle, during the early days of the COVID-
19 pandemic, “Gov Andrew Cuomo said throughout the coronavirus crisis New York had 53,470
hospital beds when the Coronavirus first began to kill New Yorkers — about half of what the
state said it needed to care for residents with COVID-19 adequately."?¢ ["P1 The result is
an uneven distribution of the remaining beds, with about 2.2 beds per 1,000 people in
Brooklyn, compared with 6.4 beds per 1,000 residents of Manhattan.?® As of December 16,
2022, Brooklyn had almost three times as many COVID-19 deaths as Manhattan (9,400 vs.

3,920).5



The Voice of Safety-net Hospitals: The Safety Net Coalition.

The New York Safety Net Hospital Coalition, composed mainly of hospitals in the five boroughs
of New York City, seeks to reform Medicaid reimbursement methods in the State.®?8:2% 30
Coalition members include Kingsbrook Jewish Medical Center, Brookdale Hospital Medical
Center, Interfaith Medical Center, Maimonides Medical Center, Jamaica Hospital Medical Center,
Flushing Hospital Medical Center, St. Barnabas Hospital, St. John's Episcopal, Wyckoff Heights
Medical Center, and NYC Health + Hospitals. The Coalition testified before the Senate Finance
Committee, arguing that the current reimbursement model in NYS has led to a two-tiered health
care system that has “exacerbated disparities.”® Among the hospitals represented by the
Coalition, Medicaid and uninsured patients account for 36% or more of their patient
populations. According to the Coalition, the neighborhoods served by community safety-net
hospitals are home to more than 4.7 million New Yorkers. Up to 76% of the residents are
people of color, including Black and Latino residents.®?® Hospitalizations and death rates from
COVID were significantly higher in these neighborhoods,!?* which are historically marginalized
due to poverty and poor access to health care. As essential providers and anchors in
marginalized communities throughout New York, SNHs face long-standing structural inequities
in how they are reimbursed and supported.?® These disparities are rooted in the need for more
access to adequate capital, the failure to recognize SNHs' unique contribution to health care
delivery, and the underinvestment in primary care.? In turn, this results in fewer resources

for SNHs to serve their communities.

Medicaid Reimbursement Rates and Supplemental Funding to SNHs in NYS



In 1997, Medicaid managed care became mandatory for most Medicaid recipients in New York
State.3! This paradigm shift allowed states to contract with private insurance companies to
provide Medicaid benefits.3! Medicaid managed care plans provide health benefits to
beneficiaries through managed care organizations (MCOs).3!3> In addition to those that are for
profit, MCOs can be non-profit organizations or owned by safety-net providers.?% 2% 31-36 For
most services provided to Medicaid patients, hospitals receive significantly less reimbursement
than the costs of care.3® For example, Medicaid payments were estimated to be 22% lower than
Medicare fee-for-service rates, and Medicare payments typically do not cover health care
costs.?® As a result, hospitals that treat Medicaid patients will primarily experience negative
operating margins as the patient volume increases.? 3% 3¢ The NYS Medicaid program's current
reimbursement methodology partly stems from Medicaid Redesign Team (MRT) efforts to
identify cost-containment measures completed in 2011 and 2020, estimated to yield savings of

$2.7 billion and $2.2 billion, respectively.3%33

The Medicaid program's spending limitations have led to hospital closures and
consolidation of services in New York State. Hospital bed reduction in low-income communities
creates a barrier to health care access for individuals with high social risk factors resulting in
gross inequity in health care.?® 2 COVID-19 posed a challenge to hospital bed capacity during
the early phases of the pandemic in New York. Throughout the public health crisis, low-income
neighborhoods relied heavily on SNHs for health care, and they provided a lifeline for these

communities. 1334 35

For nearly two decades, inflation and rising medical costs have outpaced reimbursement
rates for Medicaid, placing a significant financial strain on SNHs.?°3° In contrast, a facility with a
large private insurance mix can offset Medicaid's loss by charging privately-insured patients

twice or three times what Medicaid pays.>”:3 Because SNHs see relatively few commercially-



insured patients, they receive lower rates than profitable health systems because they cannot
negotiate higher rates with private insurers. The Kaiser Family Foundation estimates that
private insurers spend 1.89 times as much on inpatient services as Medicare.® According to
Commonwealth Fund estimates, Medicaid fee-for-service payments for physician services were
below Medicare payment levels in 2019.3¢ As a result, a dollar spent on health care leads to a
loss for the SNH, while a dollar spent on health care is profitable for the hospitals serving the
privately insured. Negative operating margins prevent SNHs from investing capital in
infrastructure, recruiting essential staff, and investing in technology, often leaving doctors and
nurses to make the best of limited resources. According to Michael Halter, former Chief
Executive Officer (CEO) of Hahnemann University Hospital in Philadelphia, which recently closed
its doors due to financial constraints, health care is a very capital-intensive industry.3®
“Equipment has a useful life of five or six years. Facilities need to be upgraded every eight or
ten. Hospitals must purchase new equipment every five years to maintain the highest

standard."3? [n-p]

To fill Medicaid funding deficits, the Federal government mandates three types of
Medicaid supplemental payments: The Disproportionate Share Hospital (DSH) Program, the
Upper Payment Limit (UPL) Program, and the State-Initiated Supplemental Support
Program.*®# These supplemental payment programs support a hospital's uncompensated care
costs (i.e., charity care or bad debt) for treating Medicaid and uninsured patients.*** Most
supplemental funding in NYS comes from DSH and UPL as one-time payments independent of
the Medicaid rate.*? Public SNHs may access these funds through transfers between state and
local governments (i.e., intergovernmental transfers). In addition, SNHs can receive funding
through 1115 waiver programs, other NYS Medicaid special payment programs, and grants.*

Although supplemental funding is necessary for SNHs, primarily to accommodate financial



losses due to the treatment of the uninsured, it is insufficient to cover costs. In addition, due to
the one-time payment method (i.e., end of the fiscal year) used in these programs, hospitals
have difficulties managing day-to-day operations, paying vendors on time, and repairing broken

equipment.

The following example of what might happen with an uninsured patient admitted to the
hospital demonstrates the importance of Medicaid supplemental funding. After services are
delivered, hospital staff assesses Medicaid eligibility. An application is submitted, and Medicaid
is billed and pays, on average, approximately 67% of the cost of hospital services in NYS.? If
the patient does not qualify, the hospital offers individual financial assistance, which may result
in free or discounted health services, also called charity care.* The discount might be allocated
to charity care, or the patient could pay the remaining balance.* The hospital may also write
off the balance as bad debt if the patient does not pay the discount.**** The term "bad debt"
refers to the account of a patient who has been billed for services but is unwilling or unable to
pay.** Some hospitals take aggressive legal action to collect patient bills; frequently, this is
cited as a barrier to health care access.** The sum of expenses related to bad debt and charity
care is also known as uncompensated care.*** Although not-for-profit hospitals may receive
tax-exempt status for providing community services and charity care, the value of the tax
exemption frequently does not cover their cost.*> A study by Zare et al. found that hospitals
with fewer beds, with graduate medical education programs, and serving low-income
communities provide more incremental community benefits and charity care than the value of

their tax exemptions.®

Due to the limitations of current supplemental funding methods, the government is
moving toward payment mechanisms linked to specific services and beneficiaries rather than

one-time payments. One such program is the Directed Payment Template (DPT).* Hospitals

10



that treat Medicaid managed care patients in NYS are now eligible for enhanced rates under the
DPT. The enhanced payment is made to a third party and then to hospitals when an eligible
patient is discharged. Federal approval of the enhanced DPT payment rates is required
annually,* creating uncertainty for hospitals. In response to the COVID-19 pandemic, the State
of New York also proposed the New York Health Equity Reform Act (NYHER).* The NYHER is an
amendment to its current Medicaid 1115 waiver designed to address health disparities in
communities affected by the COVID-19 pandemic. Since 1997, the 1115 Medicaid Waiver has
permitted the Secretary of Health and Human Services to approve experimental, pilot, or
demonstration projects to improve Medicaid.**4 Qver the next five years, the NYHER's
proposal seeks a $13.5-billion-dollar federal investment. There are four strategies included in
the NYHER 1115 Waiver Demonstration: Health Equity-Focused System Redesign, Transitional

Housing, System Redesign and Workforce, and Digital Health and Telehealth.*

For the last 15 years, several SNHs in Brooklyn have required extensive government
resources and considerable reorganization to remain viable.>%>! Despite NYS's noble efforts to
maintain health care services in the low-income neighborhoods these hospitals serve, it has yet
to provide a long-term sustainability strategy through payment reform. During his
administration, Governor Andrew Cuomo allocated nearly $700 million to consolidate three
hospitals, Brookdale University Hospital, Interfaith Medical Center, and Kingsbrook Jewish
Medical Center.”! In 2018, these three hospitals merged to become One Brooklyn Health. The
recommendation to consolidate the three independent, stand-alone SNH hospitals stemmed
from a feasibility study performed by Northwell Health, the largest health care provider in
NYS.>® The NYS Department of Health had retained Northwell Health and Northwell Ventures,
Northwell's business advisory division, to provide a financial and operational analysis of five

SNH hospitals in Brooklyn.>® The analysis, "The Brooklyn Study: Reshaping the Future of

11



Healthcare,” included: Brookdale University Hospital, Interfaith Medical Center, Kingsbrook
Jewish Medical Center, Wyckoff Heights Medical Center, and University Hospital of Brooklyn
(UHB).”® Northwell's analysis revealed that in State Fiscal Year 2017, Brookdale, Interfaith,
Kingsbrook, and Wyckoff required "over $300 million in direct State operating assistance to
remain open."*"- 31 The study also noted that the State subsidy estimates did not include the
cost of supporting Brooklyn's University Hospital (U.B.).>° Currently, Wykoff and U.B. remain

independent institutions.

Located in Borough Park, a neighborhood in Brooklyn, Maimonides Medical Center has
recently made headlines for its financial problems, which stem from treating a large Medicaid
population.® As a leading academic and clinical institution, the hospital has performed
pioneering research, including the first pediatric heart transplant in 1967.53 According to a
recent article, the medical center may be on the verge of insolvency after losing $145 million
last year.>? Several months ago, the hospital was criticized for its low patient-experience scores
—a measurement based on patient surveys.>? These scores, however, can be challenging to
interpret due to various survey biases.>*>* Following these reports, a protest movement called
“Save Maimonides” sought to remove the hospital's management and improve its conditions.
Save Maimonides criticizes the hospitals' management, namely the CEQ's salary, but the
hospital's financial situation is rooted in how the State finances health care for low-income
patients.> Moreover, Maimonides'’s quality measures are not unique in that the Center for
Medicare & Medicaid Services (CMS) star rating for independent SNHs ranges from one to two
stars out of a possible five. in Brooklyn.> Medicaid payment reform advocates, including the
Safety Net Coalition, say that without financial reform, the State is creating a two-tier health

care system.
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Payment Reform in NYS and the Maryland Model

Significant payment reform is necessary to maintain the viability of SNHs in Brooklyn, N.Y. An
end-of-year one-time "pay-out" or supplemental funding that requires government approval on
an annual basis is not a sustainable approach to overcoming the financial challenges faced by
SNHs. Due to the uncertainty in revenue, hospitals must cut costs with each budget, reducing

nursing staff and ancillary services, which creates barriers to providing high-quality care.

However, there are alternatives to the current financial model, and NYS might consider a
population-based, prospective global payment model (GPM) for the SNHs in Brooklyn.>¢%! These
models have been used successfully in other states.*® Fundamentally, GPMs (i.e., a global
budget) are capitation models>’-%? that provide a predefined revenue to hospitals annually. The
payments are intended to cover health care expenses for a specific population or geographic
area.”” % The GPM is ideal for independent SNHs serving low-income communities in Brooklyn
because it recognizes social determinants' role in increasing future costs and disease burdens.°
Population-based global budgets adjust payments to account for social risk.6:*> Moreover, the
prospective payment is mainly independent of future service volume, which gives an incentive
to providers to limit unnecessary services such as preventable readmissions.®* With the
confidence of knowing the annual revenue, hospital administrators can focus on increasing

efficiency and improving outcomes in their communities.>*¢%.62

The State of Maryland adopted a successful global payment model in 1971, and through
a partnership with CMS, the model continues to evolve today.>®>”¢* As well as providing the
blueprint for Brooklyn's health care issues, these programs could be adapted for other hospitals
in the country. Initially, the Maryland model regulated the hospital's service prices.*® As a result,

all payers-private, commercial, Medicare, Medicaid, and self-pay-are charged the same rate at
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the same hospital.>® Maryland also used service-specific unit rates as the basis of payment
rather than Medicare's per-case payment system.>6-61.62.63 This payment methodology is called a
Global Budget Revenue (GBR).%? Under GBR, the Health Services Cost Review Commission
(HSCRC) decided each hospital's annual revenue at the beginning of a fiscal year independently
of the volume of patients treated or the number of health care services delivered.>®>%6!
Capitalizing on its early success, Maryland moved to an all-payer model in 2014—a prospective
global budget for hospital payment that includes a guaranteed amount of revenue for a hospital
annually.>*®! Taking advantage of the success of the all-payer model, Maryland expanded the
concept once more in 2019 when it moved to a total cost of care (TCOC) model.®* The TCOC
model includes settings beyond inpatient hospital services (e.g., primary care practices) across
the continuum of care in Maryland for Medicare beneficiaries.>®%! According to government

data, total Medicare spending decreased during the program's first three years.5163

Nearly 20 years have passed since the Institute of Medicine reported that members of
racial/ethnic minority groups receive lower-quality health services than White Americans.®* This
finding was relevant when barriers to health care access were considered.® The report also
suggested that members of racial and ethnic minority groups were more likely to be uninsured
or beneficiaries of public health insurance than White Americans.® Overcoming access barriers
is necessary for optimal health, but more is needed. As a society, our goal is to provide all
Americans with the latest innovations and transformative technologies. Only through payment
reform can we close this gap in a two-tiered health system. Perhaps the Joint Commission's
(TIC) latest initiative will be a step in that direction.®® Starting July 1, 2023, TIC will set health
equity as a National Patient Safety Goal for specific accredited organizations. Through a new
leadership standard and six performance elements, health equity will now be on the same level

as TJC's other National Patient Safety Goals.®°
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Conclusion

Safety-net hospitals serving low-income communities have low operating margins because of a
State Medicaid finance methodology that reimburses less than cost, unlike any other
enterprise.?®3¢ Consequently, many SNHs are at risk of closure.>>>! This is especially true of
those located in Brooklyn, N.Y., with its large and diverse safety-net population. In addition to
providing health care to the most vulnerable, SNHs are crucial in training the next generation of
clinicians. Safety-net hospitals offer a unique educational experience to trainees that
underscores the importance of the biopsychosocial approach to medicine.®® However, not all
SNHs are at equal risk for closure; public hospitals may receive city or state subsidies, whereas
voluntary, independent hospitals may not.5”¢8 Increasingly, the State is limiting supplemental
funding even to its own State-operated SNHs.”¢8 Higher-margin hospitals that provide care
primarily to privately insured consumers have surplus income that can be reinvested into the
system to support infrastructure, improve staffing, and provide innovation. The current health
care finance model creates a two-tier system—one for the privately insured and one for
Medicaid beneficiaries. However, there are alternatives to the current system. Population-based
strategies that account for social determinants and provide hospitals with a guaranteed revenue

stream while allowing them to focus on quality and efficiency may be a practical consideration.
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